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KEY ECONOMIC INDICATORS 


All values in million US dollars, Rate of exchange: Fmk. 3.816 = US $1.00, 
unless otherwise stated. in 1973 and Fmk. 3.774 = uS $1.00 in 
1974 (average rates). 


ITEM 1973 1974 % cHancE 


GDP at market prices 17,283 20,893 20.9 
GDP at constant 1964 prices 9,691 10,328 6.6 
Per capita GDP in current prices in $ 3,707 4,462 20.4 
Machinery & equipment investment 

(current prices) 1,765 2,218 208 
Industrial production index (1970=100) 122 124 1.6 
Avg. labor productivity increase 4.3% 2.0% 5325 
Avg. industrial wage (hourly, made in $) 2 2.28 2.81 2342 
Personal income (disposable income of all 
households) 10,083 12,257 21.6 


Employment (1,000 persons) 2,164 2,229 330 
Avg. unemployment rate 2.3% 1.8% -21.7 


Money supply 1,602 N.A. N.A. 
Public debt outstanding 714 569 -20.3 
Net foreign debt 2,159 3 3,322 53.9 
Interest rate -Bank of Finland B% B% 0 


Indices: 
Consumer price index (1972 = 100) 110.3% 129.4 
Retail Sales (1968 = 100) 138 143 
Wholesale price (1949 = 100) 398 495 


Gold and foreign exchange reserves 587 203 


Balance of payments (current) -388 -1,195 
Balance of trade -52.3 ~1, 322 
Exports, FOB 3,827 5,481 

US share of exports? 4.4% 3.8% 
Imports, CIF 4,350 6,803 

US share of imports* 4.7% 5.1% 


1974 compared with 1973 using converted $ values. 
Excluding compensation for holidays falling in work-week. 


Official discount rate of Bank of Finland (basic rate used for 
discounts and rediscounts of commercial banks) was raised to 9%% 
on July l, 1973. 


Based on Finnish trade statistics and Finnmark values. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Finland's economy in the early months of 1975 continued to 
display most of the characteristics of its 1974 performance -- 
a high rate of inflation, a large trade deficit, an adverse 
balance of payments current account, tight money and a 
shortage of skilled labor, especially in the metal working 
sector. However by April growth of production had almost 
ceased and a recession was clearly setting in. 


The Gross Domestic Product (GDP) rose by about 5 percent, in 
real terms, in 1974, down slightly from 1973's 6 percent growth. 
Growth of GDP in 1975 is predicted to be at most about 2% 
percent. Unemployment during 1974 was at the low average level 
of 1.8 percent, but is expected to increase somewhat in the 

last months of 1975 when a moderate recession is predicted, 

to almost 3 percent. Wages and salaries are expected to rise 
an average of about 18 percent during 1975, based on current 
labor agreements and estimated upward wage "drift." The increase 
in 1974 averaged about 19 percent. Prices were also up in 

1974 -- consumer prices by 17 percent and wholesale prices by 
24.5 percent. Various types of government subsidies and price 
controls kept consumer price levels lower than they would 

have been, but this solution cannot be continued indefinitely. 
The Government in March announced an economic program to deal 
with the adverse trade and current account deficits. In an 
apparent violation of the OECD trade pledge, an important 

part of this program was, from March 12, a temporary 15 percent 
surcharge on all imports, which on March 24 was succeeded by an 
import deposit scheme to be in effect for a year calling for 

six months non-interest paying deposits on about half of 
Finland's imports, ranging from 5 to 30 percent, averaging about 
25 percent. Purpose of the deposit scheme is to discourage 
imports and to encourage the running down of inventories. 

It is too early to say how effective it will be, although the 
March trade deficit, at Fmk. 540 million, was well below the 
Fmk. 1,010 million deficit registered in February. May and 

June figures will probably give the first real indication 

of the effect of the Import Deposit Act. 


Trade Deficit Continues into 1975 


After a record deficit of Fmk. 4,989 million in 1974, compared 
to 1973's deficit of Fmk. 1,994 million, the preliminary 
figures for January - February 1975 which showed a deficit 

for those two months of Fmk. 1.73 billion were not a complete 
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surprise, but nonetheless signalled the need for action. 

At that rate the deficit for 1975 would have reached Fmk. 10 
billion. Urgent consideration began of various possible 
government actions to deal with the situation. Devaluation 
was considered and rejected as not likely to increase Finnish 
exports, since Finland's industry, except for the wood pro- 
cessing sector (lumber, plywood, particle board) was already 
at full stretch and unable to increase production. Devaluation 
would have had the effect of increasing the cost of servicing 
and repaying Finland's large foreign debt. The package of 
economic measures actually decided on is discussed below. 


Exports increased by 41.6 percent, in value in 1974, as compared 
to 1973. Increase in value of imports was even higher, 54.7 
percent higher than the 1973 total. The current account 

balance of payments deficit for 1974 was an estimated Fmk. 4.5 
million. Only about one-tenth of this could be financed by 
long-term borrowing abroad. The balance was covered by short 
term borrowing and credits and by running down convertible 
currency reserves which stood at Fmk. 1,354 million at the 


end of 1973, but had declined to Fmk. 92 million by January 3l, 
i975. 


A major cause of the increase in the value of imports in 1974 
is the sharply higher price of crude oil and petroleum products. 
Total cost of these climbed to about Fmk. 5.4 billion as 
compared to Fmk. 2.0 billion in 1973. The increase in cost 

of petroleum of Fmk. 3.4 billion is more than enough to account 


for the Fmk. 3.0 billion increase in the trade deficit from 
1973 to 1974. 


While many developed countries have similar balance of payments 
problems because of higher oil prices, Finland has a special 
problem. It can meet only about 30 percent of its present 

need for energy from domestic sources -- mostly water power 

and wood waste. Finland has neither oil nor coal. It pur- 
chases about two-thirds of its oil needs from the USSR, which 


charges top world market prices. This accounts for the fact 


that the Soviet Union became Finland's leading import source 
in 1974. 


USSR Becomes Major Import Source but U.S. Also Gains 


Finnish imports in 1974 were, overall, up by 55 percent over 
1973 in value. The USSR became the main import source, 
displacing Sweden and West Germany as the leading suppliers. 
They dropped, in share of import market from 17.7 and 16.7 
percent respectively to 16.0 and 14.6 percent, while the USSR 
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rose from 12.5 to 18.3 percent, of Finland's total Fmk. 25.7 
billion of imports. As noted, the main reason for the change 

in ranking of import supplier was the increase in the world 
price of petroleum. Since the USSR supplies about two-thirds 

of Finland's needs, this worked from January 1, 1974 greatly to 
the advantage of the Soviet Union, especially as Finland, 
because of the clearing account rather than convertible currency 
arrangements for payment, finds the USSR an advantageous source 
in view of Finland's perennial balance of payments problem. 


The United States ranked fifth as import source in 1973, 

with a 4.7 percent share. In 1974 it moved up to a 5.1 percent 
share, while those ranking second, third and fourth (Sweden, 
West Germany and the UK) lost ground. While it is premature 

to judge, it may be that the price advantage offered currently 
by many American goods is finally being realized by Finnish 
buyers. 


New Finnish Economic Program 


The Government's handling in 1974 of the acute balance of 
trade and current account balance of payments problem, 
aggravated by the sharp increases in the price of imported 
energy, was criticized within Finland for being too late and 
inappropriate. The major measures taken -- in mid-1974 -- 
were intended to mop up ‘excess' export profits by the forest 
products industry, a consequence of the increase in the first 
half of 1974 of foreign demand for paper, plywood, pulp and 
other forest products. In the second half however, a slump 
in the construction industries of Finland's main consuming 
countries caused the wood-working industry to go on short 
time and a little later the paper market abroad softened. 
Ironically, Finland had decided early in 1974 to stop selling 
newsprint in the U.S. by the end of the year, because each ton 
was being sold at over a $100 loss, because of fixed prices in 
contracts, sharply higher energy costs, increased labor costs 
and higher shipping expenses. About the time the newsprint 
thus released became available the European and Japanese 
demand began to weaken. There is however little possibility 
that Finnish newsprint sales to the U.S. will be resumed 

in the near future and in fact U.S. and Canadian newsprint 
may compete successfully with Finnish newsprint in third- 
country markets. 


In the above described circumstances, Finland's program to 
attempt to deal with the problems of the balance of payments 


deficit and the burden of a growing foreign debt (reaching 
almost 16 percent of Gross Domestic Product by the end of 





1974) was many-faceted. 


The temporary import surcharge of 15 percent and successor 
import deposit scheme have already been described. Other 
elements in the nine-point program, to be implemented in 
various ways, are the following: 


1. Maximizing exports: by encouraging investment in the 
export sector, by facilitating provision of an adequate labor 


force for export industries and by intensifying foreign 
marketing efforts. 


2. Reducing imports: by restraining growth of domestic demand, 
by encouraging import-substituting domestic industrial and 
agricultural production (a corollary of the above is the 

import deposit scheme, which aims to reduce purchase of many 
imported goods by increasing prices and reducing availability.) 


3. Government measures to foster investment in export-oriented 
manufacturing industries, while restraining investment in 
the domestic transport, commerce, and other service industries. 


Expenditures on environmental pollution would be reviewed 
with a view to postponement. 


4. Energy consumption will be reduced, by a variety of means. 


5. The growth of total domestic consumption is to be cut 
in 1975 and 1976 by reducing the growth of national government 
expenditures and by holding down to 1974 levels administrative 


costs. Taxes are to be increased as needed to avoid budgetary 
deficits. 


6. Local government expenditures and administrative expenses 
will be reduced. Certain reforms (e.g. in education) will be 
stretched out or delayed. 


7. ‘The lower income groups will be protected from adverse 
effects of the above-mentioned measures. A high household 
Savings to incomes ratio is a goal. 


8. The 1976 budget will also follow the above guidelines. 
9. The Bank of Finland will continue to pursue a tight monetary 


policy and will be selective in its credit policy, favoring 
export-oriented or import replacing productive investment. 





Bank of Finland Governor Mauno Koivisto has predicted that 
the import deposit program will reduce Finland's trade deficit 
this year by about Fmk. 1 billion. Even at Fmk. 4 billion, 
the trade deficit would be double that of 1973. It is at 
present not clear how Finland will finance the resulting 
current account deficit although continued great reliance 

on supplier and other short term credit seems unavoidable. 
Convertible currency reserves are very low and Finland wishes 
to avoid using the $500 million (about Fmk. 1,800 million) 

in stand-by credits arranged in 1973 and 1974 with foreign 
commercial banks. 


Ministry of Finance economic experts have also within last 
week made gloomy observations about the present and future 
state of the economy. They feel that production increase 

has ceased and that the outlook for investment by industry is 
bad. The outlook for the wood processing industry in the 
short term is not good, and this industry normally provides 
about one-half of Finland's export earnings. One bright 

spot is shipbuilding, where order books are long and prospects, 
especially for sales to the USSR, are good. The domestic 
money market is very tight and the Bank of Finland intends 

to keep it that way. 


IMPLICATIONS FOR THE UNITED STATES 


The competitiveness of U.S. goods in Finland increased in 
1974, when total Finnish imports were up 54.7 percent in 
value (mainly because of price rises, notably of oil), but 
imports from the U.S. were up 66.6 percent. This improvement 
occurred in the face of a massive 126.8 percent increase 

in imports from the USSR due to oil price increases. 

Although the U.S. still ranked fifth as a supplier, the value 
increases of imports from Sweden (39.2 percent), West Germany 
(35.2 percent) and the UK (30.7 percent) were well below 

the U.S. increase. 


The import deposit program will have some depressant effect 
on imports in 1975, probably falling more heavily on exports 
from the rest of the world than from the USSR and Poland, 
from which Finland's main imports are oil and coal which do 
not require import deposits. The proportion of goods subject 
to import deposits, such as consumer goods and most consumer 





durables, is much higher in the import mix from western trading 
partners. The U.S. should continue to get its share of the 
import market here, especially if current exchange rates 
vis-a-vis Finland's major trading partners continue. Compared 
to the dollar rate against the Finnmark prevailing at the end 
of 1972, the current rate of Fmk. 3.557 = $1.00 represents a 
dollar devaluation of almost 15 percent. In the same period 
the Deutsche Mark appreciated over 13 percent in relation 

to the Finnmark. 


Best prospects for increased U.S. sales in 1975 to Finland 

are in the leading categories for 1974 -- non-electrical 
equipment; electrical machinery and apparatus; chemicals; 
scientific, medical, optical measuring and control instruments; 
road vehicles, mainly trucks and vans and chassis. From 

the viewpoint of target industries, energy systems offer the 
best prospects, with communications equipment ranking second. 
Process control instrumentation represents another promising 
area for U.S. sales, because of Finland's need to increase 
production for export and to automate to compensate for the 


chronic shortage of skilled labor and to remain price 
competitive in the international market. 
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